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The world economy — fair to middling

GDP Growth - World

- The pick up in global growth Year-ended
after the GFC is loosing " o i e /
traction — not badly, but it is ° °
noticeable 4 — 4
- While Australia’s major trading ? ’
partners are doing better than 0 0
the rest of the world, growth is , \/ ,
only about 4% which is less
than the 5% that was common T2 . w0 204
before the GFC Weighted using Australian export shares

*  PPP-weighted; accounts for 87 per cent of world GDP
Sources: ABS; CEIC Data; IMF; RBA; Thomson Reuters




The outlook: Again — not bad, not great

- The Reserve Bank is
forecasting economic growth
In our trading partners to be
around 4.25% in 2015

- Central banks around the
world are still primed for
growth, even if there is some
scaling back of the super-easy
policy settings

- This should be good news
as it supports Australian
export growth

Australia’s Trading Partner Growth*
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*  Aggregated using total export shares
Sources: ABS; CEIC Data; RBA; Thomson Reuters




The incredible Chinese economy... slowing?

- A well known story of the
past 20 years is the strength
of the Chinese economy

- There is clear evidence of
less rapid growth, but the
economy is still strong

- For the moment, the slow
down is manageable — but
any slower and the whole
world will get worried

China - Activity Indicators
Year-ended growth
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*  RBA estimates prior to the December quarter 2010
**  Year-to-date; manufacturing and services sectors refer to secondary
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Australia’s future - China (and Asia)

Exports by Destination

Annual, share of total values
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Australia — Still growing but starting to cool?

- The economy has done well GDP Growth
. % %
so far in 2014

- Real GDP growth is around 4\/\/\‘ \v/\'[\\/ V\V/\/\/\ (-
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3% but is expected to slow
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- The RBA Is forecasting GDP " H H‘ ‘ / ‘
growth to be around 2.5% in | b Ml ‘I“ILI.“ 1l
2015, which for some parts of |
the economy will feel very
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A challenge — mining investment collapses

- The key point of the $ Chart 4: Spending on major resources projects $
. . billion billion
economic outlook is the fall o 1
away in mining investment
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- ...from around $70 billion a 5°: I I — | a

year in 2013-14 down to just N
above $10 billion within three -
years ol Sk
. Wl” Other SeCtOrS prOVIde the ’ 2010-11 | 201112 | i(,)\l1(32-12|r;1g?;g::c;alzo:g-t:fer' 201516 | 201617 ’

Oﬁs et to ke e p th e econo my Note: Treasury’s major resources projects profile is the sum of spending on existing and planned resources

projects greater than $2 billion, weighted by their probability of going ahead.

onNn an even keeI’) Source; Treasury.




Retall spending Is solid
. Retail Sales Growth .

Values
(year-ended”)

- Consumers were cautious after
GFC, they had a lot of debt and
low savings

oo

- After the 2013 election, 4 4
. ) Volumes
consumer spending picked up (ear-ended)
nicely, with growth movingtoa Ty — %
trend pace 0 "IIl "lll"ll.l"l"_. 1 "-II Il_I |I|I| Ia, .III|_ I 1| 0
- ...but since the Budget, B e
Spendlng haS SlOwed aS *  Percentage change over year to latest three months

Source: ABS

consumers react to fear of
spending cuts and tax hikes




Consumers — cashed up but sentiment falling

Household Saving Ratio*
Per cent of household disposable income

- Consumers are now saving
10% of their incomes — this
help explains the soft period
for retail spending

- But... it means they have cash
to spend when conditions are
right’

- Consumer sentiment did pick
up after election, but has since
been crunched and it remains
low
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Rising house prices — just Sydney & Melbourne?

- House prices are marching
higher, but the gains are
concentrated in Sydney &
Melbourne

- Other cities house prices are
little changed from levels around
2009 and 2010

- RBA wants house price growth
to slow but is not sure how to do
It — not interest rate increases,
but more likely other restrictions

Housing Prices
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in mainland states

Sources: RBA; RP Data-Rismark
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Is housing construction edging lower?

Private Dweliing Approvals
Monthly

- Until about 6 months ago,
housing construction was
booming which was seeing a
lift in housing supply

- Much of the lift is in high
density dwellings which
reflects affordability and the
desire of many to live in inner
city apartments

- In recent months, the uptrend
has been reversed — a blip or
something more worrying

Higher-density*
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* Smoothed line is ABS trend measure
Source: ABS
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L
Unemployment rate at a 12 year high

- The poison for housing and
consumers with high debt
levels is unemployment

- It is very difficult to make
repayments when you don’t
have a job

- The rise in unemployment is
getting to a point of some
concern - need a stronger
economy to not only stem the
rise but to get unemployment
back down

Unemployment Rate
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Is the outlook for jobs turning up?

o Labour Market Indicators
- The rise In UnemplOyment Per cent of labour force

. % %

may be nea“ng an end _ Advertisements
some of the leading indicators S

. . 2.5 2.5
for job creation have turned
higher

2.0 2.0
- That said, the rise is very
tepid —_another 1_2 months qf 1_5/V_ | iy
strong increases in job ads is pacanoes
Advertisements

needed before we can be (ANZ survey)
sure unemployment will head T w0 wn
I OWE r ¥ This survey was suspended between May 2008 and November 2009

Sources: ABS; ANZ; Department of Employment




Weak wages growth — an economic risk

Wage Price Index Growth

Private sector Public sector

% %

- Wages growth is running at a
record low 5 5

Year-ended /\
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Source: ABS

demand for labour remains firm
so it helps job creation




Australia’s Top 20 Exports AUSTRALIAN TRADE

(top export categories, 2011/12)

- There has been massive growth fon re
In exports of iron ore and coal for Tourm
more than a decade Education

Natural gas
Crude petroleum
Prof, tech & business

- Services exports are trending oo
higher with tourism and Auminium ores
education now important sources Busi;\e'gg{p;gg
of export dollars edicDper
Refined petroleum
.. Cotton
- Rural exports have been rising et en
solidly, in line with the rise in Insur, pension & fin ‘Source: DFATIABS
! Alcoholic beverages
output — wheat, beef, cotton and 0 25 $on 50

wool the main items Source: CBA




Rural prices holding up - other prices free-fall

Commodity Prices

- A lot of focus recently has been
on the slump in iron ore, coal, oil
and gold prices

index| January 2010 average = 100 USS/b
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- Amid that storm, rural prices
have been holding up well,
especially with the Aussie dollar
a little weaker
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- As Aussie dollar falls further, in T i Y I

wake of general price falls, rural 2010 2012 2044 2010 2012 2014

¥ RBA Index of Commodity Prices (ICP) sub-indices, SDR

prices should be supported Soures: Boomberg RBA
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The Aussie dollar — heading lower (sort of)

- Since the start of 2014, the Aussie
dollar has generally been stronger
against most currencies — the
recent exception in the US dollar

- This is despite the economy
growing less rapidly, commodity
prices falling and interest rates
remaining low

- It should fall further, but needs a
circuit breaker (higher US interest
rates or lower Aussie interest rates)
to move it
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Farm output has been strong

Volume of Farm Production*
1997/98 = 100

- There was a decade from the
late 1990s to late 2000s where
farm output was broadly flat —
climate, commodity prices were
a hindrance

- Over the past few years, output
has risen 25% on the back of
more favourable weather,
technology

index index
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*  The solid line represents ABARES’ estimate while the dotted line
represents ABARES’ 2014/15 forecasts

Source: ABARES




State demand — mining downturn evident

State Final Demand Growth

- WA and QLD are slowing at an
alarming pace — the mining
Investment fall in impacting

- SA and TAS were the weakest
but there are some tentative
signs of a turn, especially in
TAS

- NSW and VIC still expanding
at a decent pace — less volatile
than the other states
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Free trade agreements... Mixed success

- Over the past decade, * EXPORT SHARES %
: i (% share of annual exports)
Australia has entered into a 40 - 40
FTA with .
range of FTAs Japen CPI2

. ) 130

China
FTA with
Malaysia

- While useful, they have not
obviously seen a surge In trade Singapore Japen
with the country/region S 2o A 1
iInvolved

10 "N~ 110
- Indeed, the export share of "
FTA with

cou ntriES/I’egionS we have United States  North America
FTAs with have tended to fall Jan-00 Apr-02 Jul-04 Oct-06 Jan-09 Apr-11 Jul-13

Source: CBA




The FTAwith China — an Agriculture focus

Dairy
Beef

Sheep and goat meat

Barley and sorghum

Live bovine exports

Skins, hides and
leather

Wine
Coal

Aluminium oxide
Financial services
Lawyers

Tourism

Labour mobility

Investment

All tariffs of up to 20% will be removed in four to eleven years
Tariffs ranging from 12-25% will be removed over nine years
23% tariff phased out over eight years

Immediate removal of 3% tariff on barley and a 2% tariff on
sorghum

5% tariffs phased out over four years

Two-to-seven-year phasing out of up to 14 per cent in tariffs

Removal of all tariffs, ranging from 14-20%, over four years

Removal of 3% tariff on coking coal and 6% tariff on thermal
coal from the start of the agreement

8% tariff will be removed from day one.

Agreement to create RMB clearing bank in Sydney
Can form associations with Chinese firms in Shanghai
Can build, operate and renovate hotels in China

More flexible rules for projects over $150m

More access to Chinese investment in Australia

Source: AFR, CBA
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What's ahead - The big issues and risks

- Economy, overall, is reasonable, but is set to slow: Inflation to
fall so interest rates on hold... for now, but likely cut later

- House price growth may moderate

- Confidence has been shot by the budget, with risk to
spending

- Other risks are mainly overseas
- China slowdown?
- US monetary policy tightening?
- Eurozone implodes?




The forecasts
- GDP growth at less than 3% in 2015

- Job creation to remain sluggish into 2015; unemployment
rate 6.25% or higher a while longer

- Inflation set to ease — nearer 2% in 2015

- The RBA on hold — an interest cut more likely than a hike
as the next move

- Australian dollar — set to fall, but for now it remains
resilient. No surprise if it falls below US$0.80




